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THE WAVY STOCK FUND 




















PRUOPFACE 


tn my first encounter with the term "Neval Stock Fund" I inquired as to 
dis meaning. J was perfunctorily advised that it was alcin to the "Naval Steck 
Account” and was based on the revelving fund principle. My next interrogatary 
was diracted at fliding out abowt this revolving Bund principle. The impatient 
retort was that "it was a fund that just went around and around and was, there 
fore, self sustaining." This seunded so closely allied to perpetual motion, I 
gjudgod that 1t must be a guod thing, I therefore resolved to find out more 
about it when the opportunity presented itself, 

Over a porlod of several years with occasional exposure to the aval 
Steck Fund I have learned that it has been with us for over @ years and that it 
is, day by day, increasing in prominence as a device for improved supply manage~ 
mont. The fun concept le gaining ereater stature with each bwicet year, 

With the unswerving determination to place increased emphasis on sound 
management practices in government, more specifically in budgeting, finance, and 
accounting the revolving fund technique is thriving. In view of this impetus, a 
better unlerstanding of the Navy Steck lund would appear to be a worthy objec- 
tive cf this paper. 

Appreciation is oxpressed for the willing advice furnished by Commander 
[We @. MacKinnon of the Stock Finance Divi Sion, bureau of Sunplies and Accounts, 
Navy Department, Further advice of Commander ©. E, Maddock of the Navy Can 
troller's Office ani Camander U, i, Hunt of the Aviation Supply Division, Cure 
eau of Supplies and Accounts is pratefully acknowledged. 
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CHAPTER I 
DNTRODUCTL OW 


Picture a omall residential camuntity forty miles from the nearest city. 
Our community consists of thirty homes within walking distance of a newly estabe 
lished power plant, the owner of the hanes and exployer of the family providers, 
Bach family is plagued with the incessant problem of traversing the distance to 
the city for the purpose of reprovisicning. At first the tedious trips are made 
weekly, then bi-weekly, and finally montliy. Certain economic factors should be 
noted, Time consuming and expensive trips, allocation of limited hams storage 
space to bulk storage, constant threat of spoilage of foodstuffs, and Large 
inele expenditures of money are the lot of these people, Hecause of the size 
of the purchases certain extravagancy and inflated home inventories are the 
natural consequences. It becomes more and more difficult for each family to 
=e their linited money supoly fer family needs, to mintain proper inven-= 








levels, and to properly allocate storaze space. 

in its second year of operation an exansion of the company plant is 
accanpanied by construction of additional housing units and a doubling of the 
pulation, Thus additioml employees are subject to the provisionins problems. 

Soon the plant experiences poor efficiency, high sick leave rates, 

| bsentecisa, accelerated enployee turnover rates, low morale, and a cemral 
avtitude of disatisfaction. Managerent traces the principal cause of these 
undesirable conditions to the hardships endured by the employees in the problems 
neident to maintenance of 2 adequate supply of stores in their hanes, 
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2 
To correct the condition of anployee disatisfaction immediate action is 

























ser through the conversion of a giall camany warehouse into a cenoral store. 
lo finence the store's operation, the sum of 95,000 is transferred from the 
company Cash Account to a newly created Store Fund, 4A storeloepar is civen the 
job of operating the general store with authority to drew on the Store Fund as 
mecossary to maintain an adequate steck position. Charging this found, he builds 
m en initial invenbary which is talten wo on bis bocks in a Purchases Account. 
AS sales area made to members of the community, proceeds, collected dally, are 
taken up in the Stere Fumd, The Stere Fumi provides a continuous means of 
replenishing stock or the Purchases Account. 

Because the conpany store buys stock in whelesale lots and sells ab cost, 
plus an allowanee for handking and Loss, tie benefit of the large uaving is 
transferred to camanmy employees. Funrthormore, the ccaauunity manbers are 
Inelieved of tremendous burdens. They can plan to shop daily or bi-weekly with 
the comforting imowledge that they wlll mve little trangsortation, storage, or 
inventory problem ab hone. 

What we have done is to ostablish a revolving fun. fhe basic camunity 
eomlitions are in essence not unlike the atmosphere wiich motivated the founding 
tae Navy Steek Fund, We might Look at the Stere Fund as beinc analacous to 
the Navy Stock Furl and the Purckeses Accowts as being analacous te the New 
ck Account. 

thie simile is perhaps an clementary and oversimmlifiled appreach for 
those already familiar with the revolving fund concept, nevertheless for the 
- |waindoctrinated it showld serve te wiravel som of the mystery which may have 
ouded the Navy Stock Fund, The point is that the revolving fund principle 
is not much mem than the application of a business overation with which we 


7 in comjact every day ani which is similar to the one developed above. 





3 
Throughout this paper the intent will be to obbain a more thorough ulerstand- 
ing of the Navy Stock Fund. Relative to the vast wealth of historical informae 
tion available, limited emphasis will be devoted to historical crowth of the 
Wavy Stock Fund, however some of the historical hishlighte are significant in 
ny clarity and justification te todays existence anil mothod af operation 
£ the fund, Chapter IT will be devoted to the objective of selecting these 






storical hallmarks. 
With the historical facts well in mind, the emphasis will be shifted to 







today's Navy Ctock Fund, its purpose, definition, and composition, its finane 
Clal aspects, its operation ami an evaluation of its success, This dons, pate 
some suggested areas far improvement will have becom proanimnt enough for 


Lone 
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CHAPLaR IT 






















RISTORICAL Giwii 


A. wealth of information is available on the conception and devel omaent 
ir stock fund theory and principles in the Navy. Yer the most part this infor= 
= is purely of historical interest, In tracing the histary, however, cere 
= staces become prominent with respect to the modern thinicing which governs 
the operation of stock fumis, The importance in growth of stock funds in the 
Navy is of paranount significance in that the initlel Deparimmt of Defense 
guidance in stock furmi operation was patierned after the operation of the Naval 





Steck Fund, as the present Navy Stock rund was proviously called. ‘This fact is 
substantiated by Assistant Secretary of Defense (Comptroller) We J. Melieil's 
a befare Preparedness Subcommittee Number 3 of the Committees on Armed 
ae Accordingly, historical veference will be Limited to the hallmarks 












in stock fund development in the Navy or those hichlichts particularly important 
in light of their influence on th: currently operating Navy Stock Fund, 


General Account of Advances 
As early as 1578 the need fcr seme sort of a clearing house for naval 
les was recognised, At that time the General Account of Acvances was 
created, The General Account of Advances consisted of the sum total of all Navy 
ropriations, As such it was created at tHe beginning of each fiscal year and 
its use was discontinued at the end of each fiscal year, When the appropria- 


ions were made for the ensuing year the account asain became available for use. 





Ly. 5. Congress, —— Preparedmsss Subcamuittea No, 3 of the Camit 
Armad Services, Hearings, Dy oncritation of tithe IV Natd onal Security Act 
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5 

in operation, the purdwse of materials mosulted in a direct charge to the 
eneral, Account of Advances. Upon iscue of the material the accoww received 
credit, ami the specific appropriation financing the apoency drawing tie material 
was cnorged for the acquisition cost, Thus the funds made a complete circuit 
put total purchases were limited to total annual avy appropriations, aul tere- 
fore the clireuit was not repetitious nar did 4 exvcend fraa year to year. Hueh 
application of the fund principle might be termed "annual revolving fun! 

Light separate Navy bureaus used tho Gonoral Account of Advances without 
advantage of central coordination, There wre, twrefarc, cicght amual revol-~ 
fing fund obite. kach of the eight bureaus maintained autononous and inde}~ 
pendent control with respect to purcnase, accoutting, imentory aml issue, The 
outerowth of this logistical independence was uneconaalcal an! inofficient over 
Lapping and duplication of functions am Large stocks of idle imenborics, in 
snort, every burean was in the supply business. 

At its best such a condition did not epitonise a well-administered ani 
effective supply system, llowever, the resulting inefficiency which must cere 

havea existed appeared not to have deleterious effcct on the oporation ef 
canvas and wood navy, For the most part, ships were built and adequately 
maintained by private yards, Supply problems wore not too complicated and, nore 
than not, were the responsibility ef those yards. With the appearance of 
powersdziven ironclads, however, complications were introduced which forced 


ction to correct the ummleldy and unresponsive supply systens, 


Ceneral Storexcepars 
The first remedial action came in 1606 through the abolition af bureau 
upply departments and the assienment of a "gemral storelweper’ at each naval 
otivity, The general storclkeepa was responsible for procuramem, staramm, and 


issue of all naval stores, fequirerents submitted to the general storekeeper 
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& 
gerved as his guide in initiating proeweonents. Thus, coomination of supply 
services was progressing. 

Fowever, the various departments at each naval activity were gonerally 
suspicious end distrustful of this fellow. The storekeeper was frocuently 
accused of not ordering stated recuiremeris. He was charged with misplacenent 
of materiels or of issuing stated requirments to a desartnent ciher than the 
questing departnent, The consequence was overctetement of recuiremente far 
Hmeurance purypcees, Inflated inventories and hoarding becane tc order of the 
Gay. The failure of the oysten witht also have been attributable to e large 
pert by the lack of prover cupply recorés, Unquestionshly a mod deal of the 
most ugefal and irpertant information guch as Location and ownerenip of material 


6 filled in the memory of the ceneral storekeeper. 


ket of June 3, 1590" 
To counter the inflated imventery meveront occasioned by the sharte 
comings of the gormral storekeeper oysten, the Act of June 30, 1890 was enacted. 


It required adcption of a com 





m property policy as follows: 


fll gapplies purchased with moneys appropriated by the Act shall be 
ceemed to be purchased fcr the Nevy and not for any fwreau thereef, ond 
these supplies, together with o11 mmplies on hand, shall, be arranged, 
Classified, consolidated, end cataloqued, and issued far conmmpticn or use, 
wuler such remiulations as the Secretary cf the Nevy may preseribe, without 
regard to the bureau for which they are surchised. 


The ebvlous wealmess in this leeislation is that it was destined to re~ 
place overstecking by uniderstocking. PDiweuar chiefs were understamlably reluce 
tant to approve requisitions for materials far which their anprom ations vould 
‘pay, cut which could readily te zoed Ler functions Pinenced under obhor appro= 
priations, without reimtursemmt, As right be exmeocted, the only materials 


ordered were those for which an immediete demand existed. Consequortly, 





296 Us Se State 205 (1890). 








q 
inadequate provisions were made for stocking of normal requiremems with no pro- 





sion for emergency requirements. Net only were inventories alnost non-exis- 
by but procurements were labeled as priorities urgently required for opera- 
tional readiness, 


Aet of March 3, 1893" 
Evidence of the weakness of the camion property aystem of the Act of 


890 is found in the words of Paymaster=General of the Navy Edwin Stewart in his 
report to the Secretary of the Navy. 


These Laws have an admirable tendency to limit purchases to absolute 
foreseen necessities, as chiefs of bureaus naburally object to approving 
yequisitions for the purchase of supplies out of anprepriations under their 
control, which may in possible contingencies be diverted t the uses of 
other departments. 

There should, havever, always be on hand sufficient sipplies to meet 
constant demands. Delays would be obviated if there could bo kept always in 
store a stock of ordinary commercial articles to be replenished from time to 
time by requisitions emanating from the general storekeeper, 

In order to secure this end by a mothed that could in no way be objec~ 
tionable to the several bureaus, I would respectfully rocommend that Con- 
gress be asked to create a fund amounting to $200,000 to be imown as the 
supply fund, out of which ordinary commercial articles may be purchased on 
requisitions originated by sceneral stavekeepers and approved by the Pay~ 
master Generals such supplies when issued to the different departamts to be 
charged acainst the proper appropriation, and the fund reibamursed in this we 
kept intact. This would not entail any expendiime in excess of the regular 
anmal appropriations it would prevent detention of ships meded for sudden 
and immediate service and would enable the purchasa by contract, after pubs 
lic advertisement, of a large quantity of supplies which now ay of neces- 
sity be procured in the open market wiier emergency req-isition. 


Here was a significant contribution. Stewart offered a solution to a 
trend which was leading to tragic events unless a danper was applied. Congress 
g quick to recognise the morlt in Stewart's plan for putting the Navy supply 
| system and the Navy back on its foet. The immediate action wae this sratifying 


397 UsSe State 723 (1893) 


MBs Dept. of the Navy, Bureau of Supplies amd Accounts, Repart of the 
ster-General of the Na (Washington: Government Printing OfTicey, $ 
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excerpt from the Act of March 3, 1093:° 


« © « and the Secretary of ths Treasury is hereby authorized and directed to 
eause general account of advances to be charged with the sum of two hundred 
thousand dollars, which amount shall be carried te the credit of a permanent 
navalesupply fuml te be used under the direction of the Secretary of the 
Wavy in the purchase of ordinary commercial supplies for the naval service, 
and to be reimbursed from the proper appropriations whenever the suppliss 
purchased under said fund are issued for use. 


This was the birth of the Navy Steck rund. Cver the years it has led a 
stormy and tottering existence. At tines the fund concept retrogressed. it 
has been identified by several different names or aliases during this time, the 
nano Navy Stock Hund not appearing until 199. Nevertheless, the revolving and 
, features unier which the Naval-Guoply Fund was esteblished in 1893 are 
| 


|in essence the foundation of the Navy otock Fund of today. 





Accoumt and leturn of Amal sevolving 
Considerable furor in 1910 was the consequence of a transfor of about 

| 9,000,000 in materials from cther Navy accounts to the Naval Supply fund, such 

action being in consonance with the views cf bureau chiefs and the Paymaster- 

a? The Seeretary of the Navy, however, had reservations as to the legale 


| 


| 
— he suggested that legislation was required to establish the legality of 


ity of this action and requested a decision from the Attorney General, The 
tiorney General caw the logic of the transfer and arereed with it in principle; 


gach a procedure. 

Congress asserted themselves again and decided that it would be gqulte 
aeereatate to adopt this transfer philosophy for all mval stores. Accordingly, 
es course taken was in compliance with the Acts of Jum 25, 1910 and March hi, 


‘noun, 7 the net effect of the two beine the abolition m@ the Naval Sumly Fund 


and creation of the Naval Sumly Account. The value of all stores on hand was 





527 UsS. State 723 (1893). 636 U.S, Stat. 792 (1910). 
136 U.S. Stat. 1279 (1971). 
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7 
arged to the aval Supply Accowtt and future purdiases were paid for from the 





General Account of Advances an] charged to the Naval Supply Account. Upon 
issue, the proper appropriations were charged and the General Accownt of 
Advances received reimbursement. Virtually all naval stores were nor carried in 
the Naval Supply Account. 

As can be readily seen, this legislation represented a retim te the 
ammmal revolving fund feature which had been abandoned in 1093. Unlile the cld 
annual, revolving fund, however, the Naval Supply Account was under wmified 

enent for procurement, inventory control, and issue. Of fundamental 
importance is the establishment of cereral storelkeeping books required to cope 
with the Naval Supply iccount. Thess books were the forerunners ani laid the 







groundwork of the modern Navy supply accounmbing systen. 


Navel Susply Accowrt Fund 
The permanency feature of the revolving fund returned in 1921.9 ‘The 


aval Supply Account was retained. aA Naval Supply Account Fund was introdiced. 
inventories and future procurements were taken up in the Naval cupply 

ccoum as before, lowover, procurements wore now financed with the Naval 
supply Account Fund with subsequent reinbursement from the proper customer 
appropriations, Py transferring to the fund an amount equal to the value of all 
stores and wiexpended balances of a@inual appropriations for Fiscal Years 1919 
and 1920, ami by charging deficiencies for fiscal years prior to 1921, a specif 
dollar value was established for the Naval Supply Account fund, Thereafter the 
_|quantity of stores purchased was Limited to the balance of the fund rather than 
the total of naval appropriations, Yxeent far a chance in name tw aval Stock 


Account and Naval Stock Fund in 192,7 the basic 1921 principles remained 


Orarst Deficiency Approprietion Act for Fiscal Year 1921, 
956 UsSe Stat. 645 (1942). 
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achanged after World War IT. 


Navy Steck Fund « liavy Stock Account 


After World War It the National Security Organization of the Comission 





on Organisation of the Emecutive Branch of the Government became very active in 
commenting introduction of organizational ax] management chances in the exscu- 
ive departments, One of the camilttees of this commission, umler the chairman 
Ship of lir. Ferdinand Poberstadt, first made the recommendation which led to the 
nost recent legislative euthority dealing with the stock fund, 

The now Legislation was the National Security Act of 1919, Public Law 
216, Title IV, hereinafter referred to as Title IV. ‘This act broadened the 
hovigons a great deal, Title IV placed a legislative ctaip of anproval on 
stock fund operations in all military departments ~ 2a sort of vote of confidence 
the Kavy modus operandi. Suffice to say that Title IY had Little effect on 
the Navy except for anctheor chance in mames to Tavy ctock Fund and davy oteck 


Aecount,. licre important is the added impetus given the fund concept. 


OUTER yy 
So went the histarical development of the Navy Stock Fumi, The use of 
the General Account of Advances, or annual rovolving fund, gave way to a ceneral 
storekeeping system of centralised control, This aysten, fraught with problems 
of overstocicing, was replaced by the camion property theary and the natural 
consequence of understocking, The pemarnmnt-type supply fund created in 1893 





dropped in 1911 in favor of the Naval Supply Account and its bookkeeping 
system of coutrol, In 1921 the Naval Supply Account wes married to the Naval 
Supply Account Pund, a permanent-type fund. This arrangement offered fMinmetal 








1063 U.S. Stat, 987 (1949). 








LL 

accounting under the Naval Supply Account Fund and Stores accounting under the 
aval Supply Account. The sum of the value of stoves in the accowrs aml cach 
in the fund represented the total caplial of the Navy Sumply Account Found. Dy 

r of repetition, the New Stock Fund finances the precurenent of the miterial 
inducted into the Navy Stock Account. The Navy Stock frunl is reimbursed fer the 
value of the materials issued by the appropriation drawing the material, The 
passage of Title IV did little to chanze this situation. 

It ig not intended te imply that the Navy Steck Fund managers have been 
idle since enactnent of Title IV. To the contrary, many notable advancements 
have been made since, so that today the Navy Stock Fund represents one of the 
forenost teols for improved supply management, and its fubure role promises to 


be one of preat potential, 
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CHAPTER ITT 
THs NAVY STOCK FUND TODAY 


The illustration resorted to in the first chapter md the historical 
motivations leading to the development of the Navy Stock Fund are purposefully 
indluded in this paper. To prepare for discussion of the Navy Stock Fumi of 
teday, the previous chapters have served to furnish an unlerstanding of the fund 
principle, This chapter will deal more explicithy with the purpose, definition, 
composition, and mamageaient organization of ths Navy otock Fund, 


Purpose and Objectives 


Histerical Slant 

We may best approach the purpose of the Navy Stock FPundl by reflecting on 
its history, What led to the Act of 1593? A period ef overstocking was fol~ 
lowed by an era cf understocking, with bureau independence in the matters of 
requirements determination, procurement, storage, inventory control, issue, 
disposal, and other supply functions. Furthermore, due to comion amership 
there was no exact mothod of collecting accurate cost data nor would is have 
been &@ simple matter to determine the total Navy investment in invertary. in 
short, an era of chaos and confusion gave rise to an urgent need for contralized 


corrtrole 


Congressional, Slant 
Now to bridge the span from 1893 to 1949. A lock at the stated legisla~ 
tive purpose for working-capital funds, of which the sted: fund is a type, 
12 
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13 
reals the Zollarinz: 


"In order more effectively to comtrol and account for the cost of pro- 
grams and work performed in the Department of Defense, the Lecretary of 
Defense is authorised to require the estallishment of workingecapital Luncs 
in the Densrtment of Uefense .. ." 


Thus observe that there has beon no real chance in purpose over a fiftty~ 
six year period, 

More definitive is 2 statement made in a revert cf the Comittee on 
Government Operations in 19 33,42 


The theory of procurement, distribution, am control of inventories 
through the operation of stock fwiuis has been advanced as one of tho sound- 
est methods for imoreving suoply manacement. It is true that accounting for 
the dollar value of supplies purchased, on hand, and consumed can be accen- 
plished without tne use cof stock funds, and for technical items with low 
turmever such fumlis are not feasible. Furthermore, it is recognised tmt 
stock fundies canmnct care all the faults of poor supply manecemont. 

The use of stock funds simolifies accounting and budgeting. Stock funis 
can impreve the sbility of a vood monawor to do an effective job in pure 
thasing ami in inventory control, I% ls generally acimowledzed that the use 
of stock funis will simolity Concressional contre] of operations Wy clearly 
distinvuishins consumption fram supply and by allowins Conczress to naintein 
control over consumption by the aorropriaticn process with better nowiedge 
of previous consumption and of quantities cf repetitive=use materlal on 
hand» 


Again berrowing from Congressional committee resorts the followin: is 


itted:13 


Objectives 


20 provile « means Lor business Like manugemont ami financing « « « Of 
comnoneuse standard steck inventories, 

To permit consolidation of operating ani fiscal responsibilities under 
BLiitle mancavtenmente 

Te pranote buyereseller relatiouship between an activity and military 
purchasers. 

To make practical common use of available . . . inventories and to ree 
duce cr eliminate overlapping or duplication of services ami facilities. 





Oe tere, + Re let OE 





1163 U.S. Stat. 597 (1949), Seetion HO5. 


Leys, Congress, house, Committee on Government Cperations, Military 
Supply Nanagenent, Third Intermediate Heport, July 16, 1953, (washiniton: 
‘overnmeny rrinting Citice, L953), p. 15. 


13u.5. Congress, Senate, Implementation of Title IV, op. clt., pe 1G). 
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Results bxpecied 
Hedern comercial fiscal, budget and accounting systems. 
Procurement usece and inventeries of materials and supplies reported 
and controlled in monetary terms, 
Budget estimates and reported costs are siated on basis of usare. 


Department of Defense Siant 
the Navy Steck Fund Charter, brief in this regard, reads as follews: 2 


Te provide a gimplified and effective means of managing, controlling, 
financing, and accounting for, through the use of working~capital funds, 
such materials, supplies, and equipment « e« e 


Pertinent to the subject of purposes and objectives are the Department 
of Defense Regulations Coverning Stock lund Operations. these regulations are 
singularly complete and represent the most recent statement of purpose of steck 
funds.2? 


(1) Te provide a simplified means for consolidated managa@ment, finaneing, 
contrel, and accounting for the procurement and inventories of those 
items of materials, supplies, and equipsent, the costs of which are 
chargeable, when issued for use, te a number of consuming activities. 


(2) To facilitate improved financial contro] of consumption of materiel in- 
cluded in such stecks through bucgeting, financing, and accounting for 
| use of such materiel] at station level. 


(3) Te previde a means for financing the acquisition and holding of stocks 
of those iteme of materials, supplies, and equipment which are distribu- 
ted, in part, through sale to personnel of the Department of Usfense 
(other than those items financed through nonapprepriated<fund activities 
such as exchances), thus simplifyine appropriation accounting and giving 
greater financial flexibility, in these cperations than is available by 
any other means. 


the regulations go on to state the objectives of steck funds. 


(1) Funds will be provided automatically for replenishment of stocks through 
reimbursement ef the Steck "imd for material consumed or gold. 


4 (2) there will no deterrent and no inemiive to place obligations other 
-— ———— 

iys. » Department of the Navy, Bureau of Supplies and Accounts, Ine 
struction (Ol0.1, September 26, 1955. 


1 3UL Se, Department of Vefense, Directive Number 720.1, February 1, 195h,. 
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than when required bocause of the aevallebility or nonavailability of ap} 
preprhatlonse 


(3) Obligations for purchases of StockeFund itew moy sometimes be timed 
(without apecuiation) to take advantage of favorable pr'icos, when such 


timing would be impossible if the items were financed wer limitation 
of annual apnroprictious. 


(1) To the extent othervige deomed ap ropriate, sincle-service sully, or 
Cross servicin: between the denart-ontes is facilitated «6. . 


(5) The finencing and accourtiny for materials, sugplies, and equipment pro- 
cured and held fer the reserve forces . « » OF other users of common 

| items within the military department ere simolified similurly. 

| (6) Tae finewveiac throwsh a eck yund of mobilisation reserve stocks of 
consumable materials and supplies results in thoir protection for the 
use for which they ure intended, Lecaise they cannct be diverto® to meet 
current needs without provision for re, lacement throih reisbursemart 

frou current aypropriations. 


(7) The institution of the requirenent for financial coatrol over the cost 
-of consumption of material ecavried in Ctock rumds, as a part of the nor 
mal processes of bucgeting and control over the expenditure cf anproprie 
ated funcis, is a force for greater cust coisclousness, economy, and ef-~ 
fielency in use of sich material that does not exist when financial cone 


ah f 


tral over material is confined to prcecurement requirements. 


(3) The use of a Stock Fund eon be made a force far clase contrel over 
stocks of the respective items of material carried in the fund throuch 
the control over financial resources of the fund in relation to supply 
requirements, This use of the fund will provide an autonmctic incentive 
for limitation of inventory levels, better balanced inventories, and 
Limitations of precurement reanirements of peacetime operating stocks. 


(9) One result of the Stock fund device is thi wudget estimtes and reportod 
costs of miterials, supplies, and equipment issued from the bteck Iz 
ere stated ucon the basis of conswimtion rather than purchase, Thie is 
@ better measure of performance costs of those activities which use such 
materials and supplies. ty this device the use of the accrual basis af 
accounting fer appropriations is provided in a relatively simple manner. 
This will aid financial centrol of the costs of operating all activities 
including tulgetary reviews of all vrocrums. 


Definition 


Navy bieck lundelavy Industrial unl 


In the previous discussion on the purpose and objectives of the stock 


i nt 


ln 





16 
fund a definition was provided ty indirection. Thorefore, furtner definition 
mil be Lindted to one by comparison with the Navy Industrial sund. 

Tt has alxeady been established that Section h.05 of Title Ty estabe 
lished the authority for stock funde, Thut section similarly provided for in- 
gustrial Lunis., The Naw Inmiustrial Fux furnishes on a reimbursable basis 

osking capital for guch industrialetyue activitios, and for such commercial~ 
type activities as provice coasmon services within the Navy or between othor de» 
partments. The Navy Industrial fund is in a stago of rapid expansion and is 
i? rrontly eaployec in some ordmance, printing, and clothing plants and in sil 
lshipyands. Iisuse in other sivilaretime facilities is contemplated. 
| (m the other hand, the Navy Steck Fumd finances procurement cf certain 
leateyories ef stores, supplies, materials and equipment. Thus, the Stock Fund 
i wovides capital to gunply goods; the Inlustrial und provides capital to susply 
—por Doth operate on a reimbursable haggis, The Steck rund can be a cuse 
r homer of the Incustrial fund for major repair or manufecturing jobs; the Indus 
learial Fund can be customer of the Steck Fund in mterial requirements in the 


L rformance of a services 


: 
Navy Steck Accounteip:- ropriation Purchases Accowrt 
ihe Navy Stock Acceunt, an important ecemonent of the Navy Steck fund, 

deserves some additional treat@ent throuch definition, Since the Navy Stock Ace» 
gount has received indirect recognition, further definition will also be limited 
tO comparison with other accounts utilised ty the Navy. ‘the Navy omrates three 
major types of stores accounts which diffor from each other in basic methods of 
financing, accounting, and ovoreall management of material. It is significant 
7 OoKerve that the mwa total of the inventories cf these three accounts renroe 


pent the total investment in Navy inventories. These accounts are swearize 








Li 


| low. 


























le The Appropriation Purchases Account, by far the largest, contained an 
eleven billion dollar inventory becinning Fiscal Year 1953, This inventory 
had already been paid for by the appropriation supporting the prosram for 
which the material will be used. The materials bousht under the various ap- 
propriations retain their identity to programs through inventory control 
TEChniques. 

2. The Ships Naterial Account, Ships Construction Material Account and 
shipbuilding and Conversion Stores Account all carry inventories of material 
for Navy industrial activities. The total value cf these accounts in Fiscal 
Year 1953 was seventy million dollers, having been financed similarly to the 
Appropriations Purchases Account, from using appropriations, The relatively 
emall value of these accounts and the fact that their discontinuance in fa- 
vor of special accounting classes in the Appropriation Purchases Account 
justifies omission of them from further consideration. 

3. The Navy Stock Account contained a one and one half billion collar ine 
ventory beginning Fiscal Year 1953. The material had not yet been peid for 
by using appropriations. Because of the nature of a revolving fund, that is 
faster relative movement of material, the transactions during any peacetime 
year approximate the total vaiue of the inventory carried in the Appropria- 


tion Purchases Account. 


Composition of the Navy Stock Fund 


Having studied why the Navy has a stock fund and what the stock fund is, 


are now prepared to investigate the composition of the stock fund. Up to now 


16y.5,, Department of the Navy, Bureau of Supplies and Accounts, Report-~ 
ing for Management of Navy Inventories, NAVSAUDA Publication 250, April 1953, 
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degree cf confusion muy hive been senerated with regard to wheter tie stock 
fund is money, material, or beth. The use of the word "fund" gives rise to this 
Pusion because 1% is common to apscciate the word with money or cash, A fum 
meed not be limited to money, ner is the stock fund so limited. The carital of 
the Navy Steck Fund comprises a eash account awl a stock accounts The cash ac- 
jcount contains a am of money. The stock accoint, or Navy otock accownit, is the 
Value of the material finenced ty the cach account. ‘the summation of the cach 
account and stock accomt belanees is the cupital of the daw Stock rund. This 
explanation 1s not altogother technically correct because of the disrecard for 
Buch considerations aa receivalles, payallee and reserves which affect the bal- 
of capital. However, for cur purposes the above @smlanation has the atiri- 
te of Simplicity and provides a reasommbole point of demirture for conprehen- 


Lon in further discussion of the stock fund, 


Capital of the Navy Stock Fund 

Cash and matericis make wo the capltel of the fund. To best LlLustrate 
composition of the canitel, the perlod covered by Piseal Year 1955 will be cone 
Siderecd, Table 1 is a recapitulation of the felleowing discussion, On July Ll, 
1954, the capital was $2,190,796,02);. This was the om reported to Concress in 
the buiget for Fiscal Year 1955, Of this total, $1,235,537,013 was the set 
amount of appropriations Congress had provided for the fund in previeus years. 
The not of »955,209,011 was the result of capitalisation or transfer of invent- 
ries to the fund or changes due to operations, vrom year te year the capital 
- (Value changes as the result cf consressionally-motivated increascs er rescise 
Sions, capltelization of inventorles or increases or decreases due to operations 
conmresslonal Changes. = Tne theory of Concressiomal changes is based on Come 


ional power of the purse, Oy regulating the capital of the several funis 





Lg 
Congress indirectly controls military expenditures, in practice this control 
is almost meaningless because exoenditures from tho fund cre made in resronve 
te demand of customers, ut exconditures customers maxe are already limived ly 
appropriations mace by Cengross, 

Daring Fiseal Year 1955 Congress aporopriated a net of §200,00C,000 te 
the funds In duly a resciesion of 7200,000,000 was mala to reduce the capital 
of the fund.t? This action ectually resulted in tho avaliable cash of the fund 
being Less than outstanding obligations, Consequently, the fund was operating 
in a state of overoblicabion. FPlumtly stated, the fun! was in the red. This 
Comiitioen was not as serious as first impression micsht imicate a5 we shall che 
serve in a dineassion of the cash composition of the fund. In “ecesber 1954 
$400,000,0G0 was made available far exsansion to provide working capital for the 
support of additional technical material, Authority for this increase was de-~ 
rived from Title IV which specifically provided for the transfer of cash from 
balances of prior years! apsropriatilons. 
inventory Capitalisation Chances.<Changes in the capital of the fuwxl alse re- 
|eult as the consequence of capitalisation of inventories. A not of §114,40),Gi7 
| cane fron this source in Fiseal Year 1955, as the scope of the fivw was broad- 
ened, primarily in the Coneral Stores, Special Shipboard Clectrical Fittings 
and Fixtures, and Cosson Clectronice catecories. 

Operational Chenges.~In the aroe cf operations the Gapiltal of the fumi is af. 
fected by losses or gaing by sale of excess cr surplus materials, mirvoy, ine 
ventory, price adjustuenis, accoanting adjustments, transportation costs and 
other similar items, ‘The total chanve due to operations in Viseal lear 1955 


was a not decrease of §125,940,065. 
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iiy.5,, Congress, Public Law 455, O3rd Congress. 





20 
Net Changes.-these changes in capital, when applied against the beginning capi- 
tal of $2,190,796,02), resulted in a net increase of $188,1:56,581 and a June 30, 
1955 reading of $2,379;252,605. 


Cash Cempesi.tien of the Navy Stock Fund 

As in any business enterprise, the cash position of the fund is of 
paramount importance, It directly affects the amount of inventory build-up 
which can be effected, At the beginning of Fiscal Year 1955 the cagh segment 
amounted to about $379,5)):,197, of which [20,659,073 was obligated, thus 
leaving an unebligated balance of #17); ,885,12h.2° As has already been observed, 
Congress reduced available cash by 3200,000,000. A simple subiraction reveals 
that Congress has created an overobligation of about ¢25,000,000.27 However’, 
j@ue to cash receipts exceeding expendiiures, this amount was reduced to 
$11,,000,000. ‘the $1,00,000,000 subsequently authorised for expansion contributed 
te the cash position which emounied te §655,369,000 on December 31, 1955, of 
which $67,810,000 was unobligated.©9 ‘thus by the addition of $1,00,000,000, the 
$25,000,000 deficit became an unobligated balance of 91,67,8)0,000. Where did th 
unaccounted=for $92,810,000 come from? ‘the answer lies in the fact that 
receipts from sales continued to exceed expenditures. ‘the last six months of 
the fiseal year saw a corresponding irend with receipts exceeding expenditures 
by $82,420,000. ‘he resulting high wnobligated balance of $591,9)2,000%4 on 
June 30,1955 was again cut by Consress in a rescission of #@he9,000,000, 2 


Datel 











athe  epenpeeirgtee 


ie Navy Steck Fund, op. cit., Siatement l. 





at the close of Fiscal Year 1953 Congress took similar action through 
the passage ef Public Law 179 ~ 03rd Congress, which resulted in an overobliga- 
tien of $50,000,000. 


20'he Wavy Stock Fund, ops cits, po 5. ria. 
22 Se, Congress, Public Law 157, Slth Congress. 
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TABLE Lit 


WAVY STOCK FUND 
SOURCE OF CAPITAL 





THROUGH CHANGE DUNRTHG 
% June 195) Fiscal Year 1955 
propriations $2,546,679, 700 314004060, 000 
Less Reappropriations Ls 311,092, 767 200,000,000 
‘Net Appropriation G1, 235,537,013 3200,000,000 
Capitalised Inventories 519,049, 309 LU:,h0h, 6:7 
Operations Increase or Decrease 13365159, 702 @125, 948,066 
Capital at End of Fiscal Year $2,190,796, 02) #1.88,1:565 501 
188,456, 502 
Capital at End of Fiscal. Year 1955 $25 379,252, C05 


aSouree: Date for this table were exoracted from: Navy Departreat, bureau 
of Supplies amd Accounts, The liavy Steck *wxl, annual report for Fiscal Year 
19556 | 
A pattern is quickly seen in the above recard of authorizations and 
yecissions. Congress endeavors to keep cash for increased inventories a scares 
camodity. As already intimated, this control effort, althouch perhaps an 
effective device for a poorly-administered fund, appears to be of little conse- 
quence in the operation of the Nevy Stock Fumd. At tines when the intermiional 
Situation dictates a rapid inventory expansion this device has proven to be a 
deterrent to effective management of the fund. 23 
Overobligations discussed above and in the section devoted to capital 
of the fund are not danserous. it is recognised that the steck fund, as any 











é3John We Hempstead, "A Study of the Navy Stock Fund 1093-1952", (unpub- 
-_ Naster's thesis, The American University, Washington, DeCe, 1953) 
PPe 4l—136 
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business, must operate on a credit bacis in anticlpation of recelpts, Such a 
meod is provided by Public Lew 179 passed by the 63rd Congress which provides 
"that obligations may be incurred araizist anticipated reimbursements.... 
te maintain require! stock levels not ineensist Lent with planned opceations 
for the succeeding fiscal year, without regard to fiscal vear Linitations. 
Material Composition of the Nevy Ctock Fix 
| Having developed the make up of the cash portion, the next midject con» 


cerns the type of material financed ty this cash, Perhaps one of the most core 







roversial aspects of stock fund manacament has been the criteria for ascer~ 

| ; what caterorles of mterial should be financed under the stock furl. 

— have been many verplesting problems in thie area which hev plagued Navy 
tock Purd managers for some years, Those closely acsoclated with studies eon 

= subject can readily fumish convincing arsuments in favor of or against the 


(Wanater of a specific line of material to the stock fund. The remainder of 











ently carried in the Navy Stock Account or those categories for whiecn 

goment undes’ the Navy Stock Fund is contemnlated. 

— frou Stock Funds.eAs a soneral principle, items which my te included 
_ confined to those items for supply pirposes as opposed te those held for 
otems investment. Inclusions are more easily defined by first defining oxelue 
~— The following exclusions are cited by the Department of Defenses zy 


(1) Real estate, installed equinment, initustrial and similar machinery 
and equipment issued and in use @ held in stores for future use. 


(2) Adveraft, ships, tanks, military type vehicles, artillery, ad 
Similar itense 


Although 4% is difficult te drew a specific Line this paragraph shall not be 
construed to prevent including in Steck Funds components of the fore coing 
ltens or relatively minor items of equipment if there is a recurring demand 
for them, so long as they are held in storms and arm not in use. 





2inepartaent of Defense, Directive Number 7420.1, ops cite, pe bs 


‘ate chapter will be limited te a discussion of only those categories af materia. 
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Inclusions in the Navy Stock Fund.-Dasically the determinatim of catevories of 

items to be included are two fold: (1) these catesories of ttens which are 

issued to a member of using activitiess or (2) those categories of ttais sold to 
personnel af the Navy or other agencies of the Department of Defensa. 

Of necessity, items carried in the Navy Stock Account must meet certain 
tional criteria in accordance with good business practices if the maximum 
ffectiveress of the fu is to be realized. Tho most important of these crie 
‘seria follows?” 

(L) A reeurring demand must exist for the item. This will assure a 

repeated inventery turnover and prevent darmant inventories, The need 

for such a requirement is manifested in the necessity to maintain a 

cash position such that procurements of pressing requiremerts are not 
delayed because of lack of funds. 

(2) At this writing ite ns having hieh potential cbsolescence are conerally 

excluded. 

(3) Only items which have been ctamlardized are included as a goneral rule, 
Non-standard items are normally included only when standardization is 
pending, This subject will be discusced at creater lencth at the end 
ef this chapter. 

Major catesories cf miterial initially financed unmier the Navy Stock 

Fund are common electronics, general stores, vehicular squinment repair perts, 

peclal. shipboard electrical fittings an) fixtures, clothing (includine special 

cLothing and clothing and ssall stores), Ship's Store and Camaissary Store stock 

‘Medieal and Dental, Plood Plasma and related items, provisions, fuels and m- 

lated items, and ships repair parts. 

At this point it is desirable to momentarily dwell on the Navy's divie 


Bion of management for its various categories of material. This information is 


2orpid. 
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2s 
= for understanding the decentralization of management ani for proper 
orlentation in the discussion of catogories, both of wiich are treated in this 
pter. 
"A category of material is a maja grouping of items for supply nanago- 
n& purposes, generally related. to basic material logistics organization, waich 
may include all or parts of a number of dlasses of material, 120 shown in Table 














2 are brief descriniions of the categories of naval material preceded by the 
respective invenbory or programa manager and a cogrisance symbol ar code which in 
teelf identifies the category and inventory manager. Additicelly, the account 
in which the material is carmied is indicated. Where appropriation Purchases 
kecowt is in parenthesis, the categories arc those fitting the criteria for 
Navy Stock Account material for which no plans for transfer have vet been 
formulated and epproved. at 

The contents of Table 2 lead us to the Navy Stock Pum Charter stateamt 
of material to be carried in the Navy Stock Account Lliventory, 

Inventories.-All materials procured and/or stered in the Navy supply 
system for issue for maintenance ani operating purposes are authorised to be 
carried in the Navy Steck Fund. Normally this will include all consumable 
types of material and relatively minor items of equinmment, including parts 
and components used in the manufacture, aggoubly, maintenance cx rebuild of 
emieltens for the military supoly systen.* 

The above quotation comtinnes by stating the caterorles of material to 
be initially financed under the Uavy Steck Fund and further etatins that "011 
\othex catesories of material (includin: spare parts) authorised to be carried in 


the Navy Stock Fund shall. be included as expeditiously as possible." 








203.5, Department of the Navy, thea of Supplies and Accowrts Manual, 
NWAVSANDA Publication Noe 1, Vole ZT, pare Lu0COu1,. 


ET Se Department of the Navy, “Navy Comptroller Hriefs," NAVEXCS PL3G0, 
'OLe Il, NOe LO; Oote~love 19555 Pe 3e 


2y,5. Department of the Navy, Bureau of Sumplies and Accoutis, Instrue~ 
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TALLE 2 
MATERIAL CATEGORIES 





inventory=Progran 
Manacer Account Category of Material 
Portsmouth Naval NSA Special Shipboard Electrical 
Shipyard Fittings amd Fixtures 
Careau of Supplies APA/TSA Exeess material, Gov't Famished 
and Accounts Material, Materials Uandling ami 
Dehunidifying Equipe, Foams. 
Dureau of Yards APA Maio Construction aml Civil 
and Docks Bnpineering Equipment. 
Aviation Supply APA‘ Photographic Material. 
Offices 
Bureau of Shins APA hajar Electronic Equipment. 
General Stores lA General Steres Material. 


Supply Office 
Ships Parts Contre, SA/APAx Ships Nepair Parts. 
center 


tureau of Ordnance APA Kajor Ordnance Equip. ant 
EXpLOsives. 

Bureau of Naval APA training 4ids and Library Pooks. 
Personnel 

MediLeal and Dental NSA Medical and Dental Material, 
Supply Office 

Provisions Sunply NGA Subsistence Stores. 
Office 


Electronics Supply M5A/APA Electronics Repair Parte, 
Office 


Sumarine Supply APAY% Submarines Hepair Portse 
office 

Navy Ship's Sters HOA Ship's Stere ami Canuissary Store 
Office vbock. 

Aviation Supply (APA) Aeronautical Material, 
Office 

Dureau of Ships APA liajer Shintoard Machinery and 

Components. 

Special Devices (APA) Special Training Devices and 
Centex Repair Partas 

GLothing Supply HSA Clothing and Related Itens, 
Office 3 

Tnveau Aoronautics APA najor Aeronautical Equipment, 

Fuel Supply office NSA Solid Fuel, Petrolatun and Related 

Products, Asphalts, Coal Tars, 

Military Sea Tranc~ Tone ididtary Sea Transportation core 
porbation Service vice Special Material, 

Yards and Docks NGA/APA® Vehicular Equipment Nevair Partss 
Supply office ) 

Ordnance Supply (APA) Orcinanea Repair Parts. 
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26 
The expansion envisioned by the Charter has been emeditious, In Table 
2 the account (APA or NSA) is underlined for those categories initially fine 


need under the stock fund, The asterisks indicate thase ecaterories for which 

transfers are in various stages of cormmiction. Clea inspection of Table 2 
reveals that the remaining categories of material which £214 the definition of 
aah fund material are enclesed in parentheses. These catecaries ave Acro= 
nautical Material, Special Devices and Replacanent Parts, and Ordmainoe Repair 
art&e 

‘Standard Stock ani Nenstandard Stock. .-<Genorally the inventory manager for each 
“ the cognigance symbols listed in Table 2 is a Navy bureau or an activity 
“oe as @ supply demand control point. ‘These offices control determination of 
Ss procurement, Cdistribublon, issue, disposal, md other related 
Supply functions, During the procurement process a Federal Stock Number is 
pestcme by the Offices of Cataloging, of the Department of Defense, to each 

‘Aten repetitively used, procured, stocked or distributed. Each item assigned a 
poderet 5 Stock Miwtber must be properly identified in accordance with Department 
| . Defense catalocing resulations. liaterdals heaving been assirned Federal Stock 
fiwabers are considered as being "standard stock." Certain materials not under 












contralised inventory control of bureaus or surply demand centrol points are 
assigned stock numbers by holding activities. These so-called "Local stock 
mimbers" are similar to federal Stock Numbers in that they too are constructed 
accordance with the samo regulations, However, they ore camarked in the ctruce 


3 af the stock number as being local. stock nuzbers and, timrefore, none 


Traditionally the Navy ctock Fund was used to finance only standard 
tock items, Lack of probable recurring demand for nonstendard stock was the 
fajor underlying reason for this policy. Movemert was usually slow amd obso~ 
wee potential high. Cecretary of Defense Regulations require exclusion of 
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imiividueal items cot fully developed for use or application ond that they not be 
















stocked as stemlard material for contimiing use. a9 Consequently, nonstandard 
Steck wis the subject of local procwrermnt and induction into the Anpprooriation 
Purchases Account, with financins coming from the local maintenance a@ special 
-LOGUCNUS 

This method of financing nonstandard stock resulted in camplex proce-# 
dures for procurement, stocking, issue, anid accounting. Through trials con~ 
ducted on several categories of nenstaniard stock at several activities it was 
determined that Navy Stock Fund financing simplified the financin:, proemraoent, 
accounting, and coembrol af nonstandant items having a recurring demand. Further 
ninimm difficulty and less to the fund would result provided sound merchandisir 
principles were folloved to balance input and emenditures, and authori sod 

ock levels were used. 
Aecordingly, allotments are now provided to field activities for rro- 

urement. of nonstandard stock at the local level. Nonstandard items are 
funded only when stantardization is pending or uhen items are stocked as sube 
atutes for staniard Items. Of comse, onphasis is placed on standan itens 
mever feasible and standardization of nonstamderd itens having a recurring 


enande Obviously one-time, nonerecurring requirements are financed by requiriy 





appropriations unless the material is required for Navy Stock Fund mnufacturing 


| job orderse 


Organization for Sanacement 
The Bureau of Supplies am) Accounts has responsibility to the Secretary 


of the Navy for administration of the Navy Stock Punl. However, this 








Byte 


2706Se, Department of Defense, Directive Humber T2001, Gre Cites De Ue 


US, Department of the liavy, Sureaa of Supplies and Accounts, Instruc 
tion Wumber 43.4, Auge 19, 1955, 
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2B 
inistration is within the policy statements, mculations, and procedures 
issuad by higher authority. 

First of all, we aro dlready familiar with Title IV, the Concressioml] 
authorization for working-capital funds. Under the authority of Title IV, 
poordination of various poliqy directives ani stock fumi regulations is accom 
plished by the Assistant Secretary of Defense (Canptroller), This coordination 
assures stondardised operation of stock funds throughout the Departaent of 
fense, As previously mentioned, the initial remilations for all stock funds, 


Kseued by the Department ef Defense, senerally adopted the procedures already 









steblishned in the operation of the Navy Stock und, 

Within the Navy, administration of the Navy oteck Fund is the responsi~ 
ility of the Chief of the Sureau of Supplies and Accounts (PaymastermCencral of 
Rav), whe delegated direction and management of tha fund to an Aduinistra~ 
p of the Navy Stock Pund. 

Below this level there are crocran mnarcrs (sunply demand control 
ts), Fach manacer has responsibility for one or more of the cabegaries of 
terial listed im Table @, The final chain of adalnistration is the control 
> supply demand contrel voints exercise over fleld supply officers, These 
icers may be responsible to several control points far local procurment, 


ribubion, issus, storans, ani other supply functions. 
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CHAPTER IV 
FINANCIAL AND PROPERTY ACCOUNTING 


The next Logical cunt anetilcon in a study of the Navy Stock Fund is its 
method of obtaining funds and of accounting for funds and materials. We al~ 
ready know what the fund is and that it operates on a revolving basis, the ve- 
ticles being the Navy Stock Fund and the Navy Stock Account. Methods of obtain- 
ing funds and accounting for funds and materials are features tnus far mene 
ioned only in passing. 

Budgeting and Allotments, and Financial Accounting 

Discussion of the composition of the fund in Chapter IT did establish 
hat Congress regularly gave and took funds depending on the cash position of 
he fund at the time. With respect to these funds, this section will accentu- 


te budgeting and allocation and financial accounting, 


Budreting 
Navy Stock Fund program managers, through a detailed line item canputa- 
| ion of requirements for the budget year, estimate the funds required for pro- 
curements. The requirements computation is based on the Navy plan or program 
we ctives for the budget year as issued by the Chief of Naval Operations and 


amplified by Navy Department bureaus. 


The Stock Fund requirements of all program managers are consolidated by 







the Bureau of Supplies and Accounts. This budget is reviewed by the Assistant 
ecretary of the Navy (Comptroller), Chief of Naval Operations, Secretary of 
29 
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3 
Defense, the Dureau of the Guiset, and finally Con:recs. In other words, the 
ormal executive tw getary procedures are adhered to. 

One important exception from the bul getarr precess is that the appropria 
tdon requested for the Navy Steck bund is Ly nc means the cum total of provran 
mananers’' budget estimates, Rather, the aaount requested cor tho amount in ex» 
eess of needs is the differential of total requirements eng the estinated 
amount the fund will cenerate by virtue cf ite revolving neture. The swa total 
of the requirements of wresram manevers ceocs on tho other hand represent the 
smount of new oblicational autherity requested of th: Director of the Dureau of 
the Duiget. 

Congressional decision results in a rescission, an additional a ropriae 
vion or no change in the appropriation. in addition, based on tudceted require} 
ments, the Bureau of the Budeet will grent oblivational antheritr which will be 
released to the Navy through what is known ag the apportioment process, just 
as ig any other Navy aopropriation. YVhus it would 2 near that the advantase of 
flexibility afferded by a revolving fund is subrocated by the over~ourdensome 


appertiomoent process. 


Allotments and Gblicatilonal Accounting 

The Durean of the Cu get controls rate of excenditure through the 
quarterly apportionment of the oolivation authority. The bureau of Suamlies 
and Accounts, the recisient of these apportionments, resorts the status of the 
@pportiomment to the Bureau of the cudcet monthly. These re orts reflect ex- 
‘| penditures, obligations, and commitments against the fund. chus oblicational 
aceounting affordue a positive method cf keeping 4 con.tant eye on the credit of 
the find. 


From the apportioments received, the bureau yraits allouments to preo= 








3 


gran managers on the basis of reqiuiroments stated in their buiget estimatose 



















Program manacers in turn are anthorised to make subeallocations to suoply ace 


tivities for locel purchases, “enthly allotment re orts suumitted by the nro- 
gram moanacers facilitate the reports requlzed of the Sureau cf Cauwlies and 
ecounts in the obligaticnal accounting process, ‘These rererts also serve as a 


partial milide in granting cf subsequent quarterly allotments. 


Casa Accounting 
Chligationel accounting serves ag a manacement tool for controlling 
rates of expenditure, Cash accounting on the other hand is purely for purposes 
||\Of keeping an accurate reflection of the ayy otock Fund balance on the books 
lef the Treasury (Cash) Aecoxurt (symbol 1711911). Lecoipts are denesited to 
that account and disbursements are drawn from thet account. 
bash Receipts, ~Congresslonal appropriations are credited to the cash account 
additional working capital is arthorized. Other receints are the result 
of issues of Navy Stock Account material with a charge te other apyropriations, 
cash sales to other goverrment amencies or sales to other authorized personnel, 
lonthly reports made by sucply cfficers or disbursing officers result in the 
thiy accumulation of all such transactions, The Treasure account is then 
adjusted by a credit. to the Navy Steck Fund and a charge to the other anppronria- 


tions or cash collections, 








Cash Expenditures.«Expenmditures are similarly recorded as tho result cf Cone 
gressional rescissions and payments for materlals. These transactions result 
in a charse to the Treasury account, 


intenance of a Favorable Cash Pesition.-There is ne wet forma for computing 


iquid cash needs, A numer cf variable factors mist receive approorlate cone 
Sideration, Muintenance of a favorable cash position is & measure of the effie 
ciency of management of the fund. The followin: lists several of the factors 
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soverning the cach position: 

| (1) Investments for the purpose af incroasing normal stock levels. 
(2) Outstaniting obligations at amy civen time since these will ultimately 
become cash disbursements, 
(3) Reimbursements which will cffset cash disbursements. 
(h) Precurement lead tine or tine clapsing from date mivterial is ordered 
to date received. 
(5) Necessity for fluctuations as result of heavy seasonal buying: 


(6) Period of time in the roimmursement cycle. 


Records and isports anc Stores Accounting 

Major sources of material are derived from capitalisation of inventories 
when now categories are inducted into the liavy otock Accoant am from crecure- 
ment of materials for maintenance of established stock levels. VCash accountin: 
having been accomplished it remains to accauit for the stores in the custody of 
the supply officers until inose stores are issued and the fund is reinbursede 
This constitutes accounting for the Mavy Stock Account pervion of the Navy Stosk 
fend. This involves financial re orting and vroperty reporting Tor inventories 
@S well as item inventory rerorting for rrccurement and distribution action. 
thus the reperting prececures to be discussed facilitate stores accountability 
and invonbory management, 

Records 
The basie record fer all stores accounting and reports is the Stock wncord 
‘Card, These canis contain a running inventory. All expenditures and receint 

transactions are recorded on them. 4n auxiliary card contains price aml a vale 
uation of the porpetual inventory, Oteock lccord Cards ave naintiained cither 


mamally cr mechanically, with each item of cipply carried in stuck at the ace 
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33 
tivity being recorded om an individual card, The follaring informstion is es~ 
gential to an unierstanding of how Stock Uecord Caris are used in the re orts 
ito be discussed: 
Le Each iten of Navy material is iventivied by cleven digit  ederal Stock 
UMDOZBs 
2, The first four digits of the mumber identify the Peceral Owply Clegsi- 
fication to which the item is asairned. This tlassificetion facilitates 
grouping of related items on the basis of “wnat they are” or “hoy they are 
used" and provides a tool for supply manazemomt, The remaining seven chare 
acters of the Federal Stock Muober is called the rederal Item Identification 
Thyeter.e 
32 Prefined to federal Stock Ihmbers are corniszance symbols (see Table 2) 
which identify the category of miterial and the inventory mana:er. 

Federal Stock Thumbers are recorded on Stoek Neecord Cumis as are the 
teres accounts in which the meterials are carried, For materials in the Navy 
Steck Account the cards are filed by cognizance symbol, Federal Suoply Classifi- 

eation, and federal Item Identificaticn Number in that order. The arranzement 


pernlits revorting by material cate jory and by class within that caterory. 


Steak Status Renerks 


—_ 


Quariarily steck status re orts are submitted to inventcry minagers for 
| Bach cognisance synbole A single supply setivity normally reperts to several 
irr fertery manacers, The stock status re. orts furnish the necessar) information 
for effective inventory contrel., For each item of stock reverted the revorts 
pentain quantities om hand and due in, renlenishable issues and planned requires 
ments, Supplementing these reports with planning information known to him the 


program manager proceeds with comoutati.on cf maquirements, procurame tt, distri« 








=f 
oh} 


mutilon axl redistribution, disrogcal and other indiceted actlon, Since only 
ertain cesignated recvarling cuoply activitics suluait stock status renorts and 
‘ince nonstandanl steck ls nut repurted, only about 90h of the total livenitcry 


Wwesiaent ig ineluded in the 20 .orbaeo 


Stores Accounting 
Lecounting for stereos involves property, appropriation, aml cost ace 
counting for receipts, expenditures and inventories of stores, The yroorty ace 
unbing phase covers an analysis of receipts and expenditures cf storws. “pe 
wietion accounting involves analysis of expenditures by appropriation and 
project order or allotment, Cost accounting is an analysia of expondiltures by 
Kiiture account classification ani object classification. The records and 
pores necessary to accomplish these analyses are part of stores acco urbl nge* 


without going into the details cf the above tyves of accounting, a net- 


wnting fran fleld activities to various bureaus of the Lavy Sepactment. 


a sf, 


operty accountalillity is mainteined throuch the system reoulred for collection 


data to prepere these reports. The stems returns and cucslidiery recorts are 


aoc for administrative analysis ai] control purposes ani for presarction af re~ 
ports required of the Pureau of Guppdies and Accuants by the -ecretcry of the 
avy, the Dusvean of Gic Daiget, and Concress. The Lusic instzwaont for accame 


= 


Lianing wacse requira@gents is tne avy Steck xecowit belance Sheet ami its r~ 


he 


work of reports is utilised to convey tho information om appropriation ani cost 


| 
| 
| 
| 
| 
: 


ated Gockwhes and reports wolon provides Lnformiatlon on tebal Lawy oLock ..¢H# 





‘Hour ivestacnt and tranvactlons. 
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ALR ort: for Management of 1 





lavy inventories, Ope Cite, D3 


2,5. Departuent of the Navy, Navy Comptroller Manual, Volume 3, 


par, 02,0002. 
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The balance dheet reports tie opening an’ ending inventories, issucn, 
| receipts, and all other trancavtions affesting the total value of material 

im store dering ihe month betne roorted. I 1s a fidelity or accoutbelilloy 


a 


dociment on whieh tae miterial responsibility of the supply officer is deter» 


lined and is submitted by the fiacal officer, 


Sd 


alence sheets ome submitted to reylonal offices, imam as Nevy Tevional 
Agcounts Offices, for auditing and conselidation, This consolidation is sube 
mitted to the fureau of Sunplice aml Accounts for further conseclidation,. ‘The 
data reported provides the bureau with vitel information used for proper ine 
wontory control, Fran thic source information on total Navy Stock .ccouwt in 
weotment ami transactions is avalleble. 

ALL Weary Stock Account material is reported by use of balance sheotss. 
amere ig, however, a division made in the steck account for all manegement and 
Yerorting purposes. ceparate balance aucote are oubnitted for hedical and Dene 
tal Mmeaterwlals, Clotiains and Small Oteres, Ship's SGtere and Cagissarr tere 
jsteck, Previsions, ard a "catch-all thet is lePt® called "Neguler." The ecogen= 
tial differences are in the method of op ration and manavzomont. Fach of these 
divisions, for example, has a different decree of exactness in. ccounrtabilitys 
Their operation ag part of the stock fund, however, is in accordance with reguje 
Lations and, for our purposes, this is all that really matters. for pursoses 
of this paper sll discussion centers about the "Regular" division because it is 


im this area that recent expansion and future expansion is praninont. 


Financiol Inventory Contre] hep sts 
By use of a Chass Coguismice Ladger a dally record of the collar vuluo 


of all receipt and exsenditure trangactions is maintained for each class in each 


category of Navy Steck Account material. OnenIng and closing inrontories are 


| 
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| recorded as woll. Fron this basic record, su phy offleers render a quarterly 


| Finaneiel Inventory Control Keport.s. The recort is submitted to the Burean of 


Supplies amd accounts, to the bureau having technical ivierest in the catorory 
(such as the Dureau of Aeronautics to whos the aviation Cumply ufflce is teche 
nically responsible for aeronautical repair parts), anc to the imentory mange 
ger, The Finenelial Inventory Control Report must be reco.cllable with the 


three stores balance sheets subniiited monthiy during that quarter. 





hy use of this reocrt a campiete statistical analysis of tne transace 


tions in each stores class of each catecory can be accomplished. The dollar in 
















formation thus recorted supplements the qu ntitetive information reecived ty ine 
ventory managers in stock status re orts. It alse serves as a most ucoful. man- 
agement tool for such elements ag buvcet planning, forecesting, rel tinz cate- 
igorical material needs with precram roquirements, review ef performance of ine 
ventory managers, and review of distribution, gain aml losses and surplus dis- 
posal, Finally, the report affords an clement of checks and balunces through 

its veconcili:tion with the stores balance sheet which is prepared by the filse 


eal. of ficar, 


Gonselicated Pinanelal Inventeary Control 
A Financial Inventery Control Cummary is prep red by the Juresu of Sup~ 
pies smi Accounts and distributed te inventory manazers. This summary reports 
yewide conscl. dations of Financial Inventory Comwbril feperte. Since all sup- 


activities submit Financial Centrel seports and since nonstandard steck is ‘ 


‘\weported, the inventery manager is siven financial data extending over a wider 


rance than thet covered in stcck ctatus rerorting. 


Monthly Report of Stores Issues by Cognizance 


Anotherxy cognisance report, tne Minthly seport of oteres issies by Coge 














3f 








Tiizance, is sulmitted monthly to the Luveau of Supplies ant Accaunts by reporte 
ing suyply officers. The raperts are consoliuated and cansolications are fore 
to inventory manacsers. As the name implies, the report contsins issues 
Wy cognizanee of material, Thus the man cer has « monthly iviication of valcs 


TOLUMG « 


being to establish the fact that euch controls do exist as an essential adjunet 
to effective management of the Navy oteek Tund. The proserty and financial re= 
ports discussed are comprehensive reports based on information extracted from 
large voles of transactlons and velted decuments. The surply am fiscal de- 
partments in the field are organined to cclluct and record data for theve ree 
ports cither mamally cr mechanically. +lso amaitted from cur disetssion has 


the tremendous ameunt of activity which takes pl.ce am is eventually re= 





eerded in these reports, that is: shinpinzs, receiving, issuing, and transfer 


bt 
of inventories between suoply officers, to menticn unly a fow, Since we are pri 


ily concerned with an over-all icolk at the Newr Otock DPund, no further effort 





will be made at exploration in this direction. 


| Navy Steck Fund budceting, aprerticmment, and allocation follow the sai 
| general precess ag do anv other Mawr anpropriationa. Supply manacement cover 
avy stock Account inventorice is accomlished throurn two distinct re ortinc 
(eystema: atock stavus reports by item ami fin nelal reports in vollors. 

The prominence of financial recofting is cn an up-ewing turcugh a reale 


ization of its real valee, which may be sumurlad ag fcullows: 32 








Bee » Department of the Newy, Tureau of Supplies and accourts, “Supply 
nent Through Monetary Controls" (undated), pp. 23. 





General 
The stores accourtbing discussion has been linited in scope, the purpese 








38 
ls Persite summarizing an’ evaluction of complex, detailed suoply perform- 
ance in dollar results - & comzon denaainatecr. 
| es The deller basis is mere «taptable to pol.cy Ulrection arm’) contrel,. 
3e Oellur re .orting permits crowine of dissimdi r items to iventify tronds 
and % moacure progress or lack of pro vress against plans. 
be Dollar rerorting spotlichts key problem areas. 

Stock status litem reporting is an essential adjunct to management of ine 
entories but its importance aml the simificance of the minutia of detail de=# 
weases at each hicher level of man coment. Therefore, as a general rule, item 
meporting is not used as a manucement technique hicher then the level of the in 
ventory manayer, It is true and unrortumte that the information must be avalle 
wble for perusal, of bu.get reviewing authorities wuen requcsted. Unfortunate, 
because the soul searching frequently enca ed in with respect to details of the 
puiget continues to te the rule ruther teen tae exception, This habit diverts 

d discourages efforts in the direction of a performance buiget concept. Un 
y other hand, cdollr finincial repo-ts initiated in the field ultimately reach 
Congress and all along the line cre prominent in making alleimpertont decisions 


Which are primarily based on review and ovalnation ow? financial data. 
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CHAPTER ¥ 
OPCRATIGNS OF THE STOCK FUND 


flthough 1t is net possible to be all inclusive within the Limited pur} 





o@ of this paper, this chapter will enwwrate on some of the more furdanental 


erating policies asscclatec with the steck fund, 





hepair, and Preservation of otock 
when the relationship of demand te stock position warrants replenisnment 
of Navy Stock Account material by repair, or when manufacture, processing, or 
oveservation of stocks is required, the cost of these operations are financed by 
lavy Stock Fund allotments or limitations in the fom of anthorizations issued 
by progran managers, These aithorigzations finance the cost of all labor and 
material, and in the case of manufacturing, overhead. #4 
) Manufacturing and processing operations are navmally a function of the 
vy Industrial Fund ami are not autuorised for stock funds, liarever, since the 
lstock fands in the Mevy had a considerable head start on imustrial fumis anda 
S already performing these operations, stock fund Minencing of minor processiy 





has been authorised for those shops alrcady in existence, 2? 
Some work is accomplished by issuing stock account material to the 
industrial Fund at standard vrices for processing at industrial Mux financed 
3hu,5. » Department of the lavy, Bureau of Supplies and Accounts Manual, 
ODe Cites par. 2302982 and lie 


35y eSeg Departwent of the Nawy, Lureau of Supplies and Accounts, instruc 
tion 7610.1, ope cite, par. VIII. —— 


oo 
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4O 
activitios. The final article is then transferred at the new cost from the 








usurial Fund te the stock account. The goal is for the liavy Stocks Pund to 
bsord the cost of the work done and, after price adjustment, to pass iis cos 
on to its customers ab standard prices. 
idmor repair or inestoracsp maintenance aad preservation, although a 
Supply adninistrative expense, may te financed through the stock fund provided 
recovery of the cost 1s assed in application of a surcharge to the standard 
rices,.2° 
Losses 
Losses to stock fund mtcrial mist be forecast in order that they may be 
secovered by inclusion in a pxice surcharse. Normal lesses might be due to: 
djustments of book imventorics or af centro] accounts, to bring them into agree 
nt with physical inventories and stock records respectively; Losses on sale or 
dispogal of material including price reduction to effect disposition of dai 
ing stocks; inventory wrlte-<iam or losses due te shrinkage, fire, theft, 
damages, and shortages in transit. It is no oasy matier te predict these losses 


over it must be done so that surcharges will autaaatically offset losses as 





occurs These losses are normally accounted for as they do cecurs 


sponses 

A basic difference betareen stock fiumd operations andi commercial retail 
practice is that only certain specific direct expenses are paid from stock funds 
and thereafter are recovered through the standard price. Expenses charged to 
: stock funds are first destination transportatim, major rpairs of stock account 
material, expenses @ preparation and sale of surplus, excess, or salvape 

30y,S, » Department of Defense, Memorandum from Agsistant Secretary af 
Defense to Assistant Secretary of the Army, Navy and Air Farce, subject: "Pro- 


posed Uniform Report Forms for Stock Pund Operations and femarandua on Account 
and Budgeting for Stock Funds." (undated), 


py 
i 








Tal 
materlal, As previously mentioned expences incurred in preservation and minor 
repairs may be charged to the steck fund. As a mroral principle, indirect 
expenses aS woll as wost direct exponses not mentioned above, aie ciarced to 


other appropriations, 


Pricing 
uch has been written on wt siould and what diould net be included in 

etendard prices, oOtandard pricin; is a difficult amt by no means exact science. 
fo reduce the problem to its simplest tems the follaving elements are included 
in standard pricing of each item:-! 
le Current market or production cost of the iten. 
2. Transportation costs to first point of destination-from contractor or 

manufacturer to the stock fund supply systen, 
3. Surcharges to compensate the steck fund for all forseeable mt Losses 


and expenses relating to cach item. 






Standard pricing is of paramount importanco in any yvetall or wiclesale 
operation, It provides uniformity, accuracy, and simplicity in accounting and 
, ntery control functions, Stardard pricing technlaues are used throucnout 
the Department of Defense, In tho Navy, program managers establian prices for 


puandard stock and receiving supply officers establish prices for nonstandard 





stock, Dy using standard techniques it is mrobable that wrices in different 
devartzonts willl be comparable, thereoy facilitating crocs servicing. In addi- 
jGion, material held for different purposes @ in different stratification level 


such as mobilization reserves and opereting ctocks whl be identically priced. 








aa 








B1y Sey Department of Defense, Directive inmbex 7420.1, One Cibe, Pe % 
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Price Reviews 
A review of prices is made as frequently es scund business practice 

dates, but at least once annually, These reviews have the affect of pro- 
becting the capital of the fund against price fluctuation and of stating inven« 

berry value in terms of current economic levels, Althouch standard prices are 

the goal through price reviews it may te found necessary to vary prices on 4 
regional basis. Price reviews and icvisions are covtiy ant time consuming and 
their frequency is based on eriteria established by inventory mmagers who keep 
carremt with fluctuations in market prices. for categories, classes, or items 
which there is a heavy investment or price fluctuations are frequent or vilo~ 


lent, price reviews and revisions are required accordingly. 


Market Cost 
The operation of the stock fund contemplates a "break-even" basis, The 
| ee of current market cost as & basis for setting stamiard prices is in consone 


on with the "break-even" philosophy in that the fvll cost, whether crater or 
eos than cost of acquisition, cof replacing stock Is passed on to the customer, 







Another advantage cf using market cost is that the method serves to 
provide a realistic price relationship between similar items and between cate- 
ories of material. 

Current market prices are detemsined by use of recent procurenent doci~- 
%S, current manufacturers price lists, recent procwrenents of similar items 
from other available evidence. fhe use of market prices simplifies budget 
Peparation fox consumers and places cost af stock fund material used in esti- 


ting budgets on the same current economic level as other budcot estinetes, 
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Transportation | 


The cost of transportation to the point the material is received into 









supply system is included in stock fund prices. From this point on, intrae | 
parimental transportation costs are borne by appropriations other than the 
ock fund. Such a gystem has the edvantage of assipning the same orice to 
terial whether purchased £.0.b. point of origin or destination, Transportae 
ion costs are not always readily available, Therefore they are frequently 
stimated a apportioned between caterorles of material contained in the Sane 









puents, Perceentace factors based on recorded experience are the normal means 


for developing these estimated costs, 


ourrcharges 
& surcharge is included in the standard price for the purpose of pro-= 
vine compensation to the stock fumd for all foreseeable losses and expenses, 
his technique preserves the canital of the furd by passing loss and exmense on 
to the customer. To a degree the use of a surcharge provides a yardstick to 
ure the effectiveness of supply menacement control over losses, If effec= 
ive, budeeting is simplified in that additional funds need not be wdquested fr 
| ongress to cover deficits resulting from Losses or expenses. 
Foreseeable losses might be pilferace, damage, deterioration, obscles= 
cence, and destruction by fire. Major or extraordinary losses cannot be expects 
be covered by heavy surcharges and are properly the subject of en appropria- 


ion request for an increase of capital. 


Reduced Prices 
In certain instances material may be carried in stock in varying degrees 
lof serviceability. It might be the result of used material reburned to the fund 


damage to material in store, age of meterial or other causes for a decline in ti 
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newness of material. Such materials are reduced in price to encourage economy 


















of operations, Normally the price reduction will be the estimated amount nec- 
essary to restore the them to a new condition and is properly computed by appli- 
cation of percentage factors to the standard price. The percentage factors have 
been developed from experience and are assigned according to the condition 
classification of the material. Condition classifications are identified by 
assicmment of a code to the item. Py knowing that a condition code of an item 
with standard price of 51.00 indicates the item is in fair condition and the per 
centage of standard price to be applied for items of fair condition is %, then 
the new price for the item would be $.€0. Cbsolescent items may also be reduced 


in price to the point where their use is encouraged. 


Administrative Expenses 
Such expenses are procurement, warehousing, redistribution, repacking 

and handling are excluded from standard prices and are not financed by the stock 
» This practice keeps the stock fund operation in a neat controllable 
ackage more susceptible to Congressional review. Further, the need for cost 
ccounting expenses attributable to the stock fund and those attrivcutable to 
estock fund inventories is aleviated, 

The problem of determining what expenses should be incluwied in prices is 
nalagous to the dilemna incident to establishing prices for inventory evalua- 
tion purposes. It has often been said that the cost principle is easy to state 


| ut difficult to apply. The following exemplifies this dilemma: 


r) 


Judgement must be exercised in determining what costs ought to be in- 
Cluded and a consistent policy must be followed. It is generally accepted 
practice to exclude from inventory costs that share of ceneral and adminis- 
trative expense not clearly related to production. However, exclusion of 
overhead charges from inventory ccsts would not constitute acceptable 
accounting practice. Then too, abnormal costs of various nature may be of 
such magnitude as to require omission, Some examples are excess spoilage, 


| 
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45 
rehandling costs and idle facility expense, 28 
Variances 

An unfaniliar term up to this point, variance is merely the difference 

tween the standard stock price and the actual costs of materials, sipplies, am 
uipment recorded when Navy Stock Fund purchases are received and recorded at 
standard prices. Price variances are recorded to show the following accounts 

separately: (1) surcharges for transportation; (2) surcharges for Losses, 


ustments, and expenses; (3) surcharge for repair and preservation of stocks 
(4) standard price increases due to reclassification or condition; (5) revi- 


Sion of standard prices; and (6) purchase cost variances, ~* 


Returns of Materials, Supplies, and Equipment 
Materials, supplies, and equipment returned to the Navy Stock Account 


or various reasons are charged to that account and credited to the appropria- 
vLon concerned in an amount based on the stamlard price and an allowance for con 
ition of the materials. Excepted from this procedure are capitalized inven~ 
ories and receipts of materials which cannot be related to any appropriation 


or credit purposes, 


Stock bales, Issues, Transfers and Reimbursements 
Normally no stock fund material is issued, sold, or transferred unless 


he fund is reimbursed. This reimbursement takes the form of monthly accounting 
justments discussed in Chapter IV. In order to prevent expansion of inventor- 
s of stock fund material not under the control of the Navy Stock Fund issues 







limited to estimated current needs. Typical of this situation are the 










383, B. Heckert and J. D. Wilson, Controllership, The Work of the 
ccounting Executive, (New York: Renald Press Co., 1952), p. 253. 


370.5. » Department of Defense, Directive Number 720.1, ope cite, pe 19 
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6 
stocks of material carried in the storeroons of vessels cther than stores supply 
ships. These materials have been issued from the Navy Stock Account with a 
charge to the operating allotments of ships and consist of stock levels estab- 
ished by fleet logistics plans. 
Transfers to the Industrial Fund are on a reimbursable basis. However, 
ransfers to and fran the Navy Stock Account and Appropriations Purchases Account 
“ material properly carried in the account to which it is being transferred is 
generally on a non-reimbursable basis. | 
New catezories of materials transferred to the Navy Stock Account are 
capitalized in that account without reimbursement to the appropriation initially 
financing the purchase, There are exceptions to this procedure in hich ‘with- 
drawal credits may be established to the credit of an appropriation which ‘has 
transferred material provided that appropriation is financially sbrapped by the 
— of the material to the extent of being unable to carry on budgeted programs, 


The need for resorting to this procedure in the Navy has been negated becauce 







transfers have been for the most part so scheduled that execution date for a 

transfer was far enough in the future to permit inclusion of forecasted ‘require- 
nts in the budget for the fiscal year in which the transfer was scheduled. 

| Transfers of Navy Stock Account material between accountable supply 

lefficers who render Navy Stock Account Balance Sheets are not reimbursable be-~ 


cause the material never leaves the stock account. Rather, there is a transfer 


of accountability reflected in the stores returns of both supply officers. 


Disposition of Excess Property and Sales of Salvage and bCrap 


Regulations are in effect for disposal of excess materials and for 
material salvage and screp. In general other govermment agencies are given fir 


opportunity to use excess property at a price mutually agreed upon. The stock 
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7 
fund category concerned is charged for all expenses incident to property dis- 


sal and is credited with gross proceeds from sales or transfers. 


Stratification and Fractionation 


Stratification is a management tool applies to all stares accounts 


\primarily aimed at segmentary inventories by the purpose for which they are held 
Through the stratification of the inventory, stocks on hand are all subject to 
onetary separation and accounting for actual stocks on hand into: operating 
stocks; mobilization reserves and excess-economic reserve; contingency reserves 

and excess for disposal. 

Fractionation is also applied to property in the Navy Stock Account. 
Identification of stock is accomplished through stock numbers. Included as a 
art of the code prefixed to a Federal Stock Number is a fraction code which 

indicates the frequency of demand of the iten. Fraction codes assigned to 
aterials are prominent in such determinations as stock status reporting free 


quency or local storage location policies, 
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CHAPTER VI 


EFFECTIVENESS AND SUGG:STICNS FOR DMPARCV EMENT 


















Recalling the stated purpose of this paper it was to achieve a better 
understanding of the Navy Stock Fund. To be sure many things have been lsft 
unsaid, For the nost part omissions fall in the area of detailed operating 
policies, methods, and procedures which undergo frequent chanses and are not 
essential to an understanding of the fund concept. We micht, hewever, conclude 
by analyzing the effectiveness of the Nawr Steck Fund and by considering possiol 


areas of improvement. 


Effectiveness 

The Navy Stock Fund might be referred to as a government owned pur- 
chasing and distributing corporation of supply items with offices all around the 
vorld. Congress might be the board of Directors, the Bureau of Supplies and 
Accounts the president, and the supply demam control points the plant manacers. 
Each cortrol point is assigned decentralized responsibilities for managing 
specific categories of material. Funds are furnished them for precurement of 
stocks. A small portion of these fumds are further granted to field suvply 
officers for procurement of nonstandard stocks, Control is exercised by manage} 
ment through periodic financial and fidelity reporting procedures, 
Location of most supply demand control points is such that they are 
stratecically scattered in event of enemy attack and are located in appropriate 
ustrial areas. To them the Nawy Stock Fund affords a convenient method of 


urchasing, wholesale distribution, and reimbursable rotail issue of items in 


re 
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49 
use by naval forces around the globe. The funds of the Navy oteck Fund 





are utilised for procurement of materials which are distributed to wholesale 
and retail representatives of control points throughout the naval establishment. 
Issues on a cost plus expense basis are made with fimancial adjustments which 
reimburse the fund. Although a balance sheet and profit od Loss techniques 


have been adopted the objective of management is to achieve a "sere" profit, 


General Evaluation 
How effective has the furxl been? Any answer less than "most gratifying" 
would not do the fund justice. The avy Stock Fumd has already survived the tun 
ultuous periods of three wars and has been "pronounced by many to be a remark~ 
able success. aio & subcemittee of the Committee on Government Oneraticns was 
Ngenerally impressed with the stoci-‘und system for financing and managing inven- 


, 
tories of common-use standard-stock itoms, it 


Economy and ti iclency 

Use of the Navy Steck Fund has caused stressing accurate and effective 
procurement to prevent dollars being tied up in useless inventories. Although 
not strictly on our subject, tne experience of the Air force in setting up a 
Clothing Division of tae Air Force oteck rw is typical of the econay and ef- 
ficiency afforded by use of the Navy Stock Fund. On the assumption tat sales 
for Fiscal Year 1953 would be $210 millicn it was planned to purchase $400 mil- 
lion in clothing to augment stock, Stock Fund reports proved on the lasis of 
past issues that this estimate was out of line. Actual sales proved to be only 
about $60 million, Consequently the Air Foree is now going throuch the came 
proéess as is the Wavy, Stock Pund saics each year are greater than expenditures, 


LOu.s. » Congress, Military Supply Management, Third Intermediate Report 
of the Committee on Government Operations, vuly IG, 195 3, (Washington: Govern- 
ment Printing Office), pe 15. 
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50 
Relating to the Air Force and Navy operation of holding new procure- 
ment down lower than expenditures, stock funds are offering economy through 
reduced maintenance costs for warehousing, handling, preservation and other 


overhead expenses. 


Performance Budget 

One of the most important requirements of the performance type budget 
envisioned under Title IV is that expenses of operation for any program be kept 
current with those operations. Without the stock fund we have seen that in- 
ventory procurement nas very limited relationship to immediate needs. A cost 
of material is lodged against allotments as soon as procurement has been cn- 
summated even though that material may be intended for use 18 months hence. 
However, use of the stock fund permits holding of the material in trust until 
the very day its use is desired. fhus the performance budget concept will not 
be effective unless broad use is made of working capital funds 3 In the Navy 
use of the Navy Stock Fund and the Navy Industrial Fund are rapidly expanding 


in coverage thereby adding more meaning to the budgetary process. 


Congressional Control 

Bearing a close relationship to the advantages afforded the performance 
budget idea, is the added Congressional’ control thd stock fund provides. Con- 
gress reviews separate appropriations for stock funds and for maintenance and 
operations. Stock fund appropriations are based upon stock level requirements 
while maintenance and operation appropriations are based upon cost of consump- 
tion. Thus an added measure of control and one in keeping with the performance 
budget concept is provided. If appropriations were made only for procurements 


for immediate use or for stocking in the Appropriation Purchases Account such 





42.5. Congress, Senate, Implementation of Title IV, op. cit., p. 27 
L3tpid, p. 85. 
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dual control would not exist. 


Stock Levels 
The stock fund has allowed flcxibility in the Navy in its ability to 
maintain stock level positions based on forecasted requirements irrespective 
of the fiscal year or availability of appropriated funds. (The apportionment 
process does impose a restrictive clement, however.) Since purchases are not 
charged to operating appropriations, cverstocking and understocking is avoided 
as long as good inventory control principles are adhered to. ‘his observation 


is attested to by the annual situation where purchases are exceeded by sales. 


Savings 

It is difficult to assess the value of the stock fund with respect to 
savings realized as a result of its use. However, the saving potential becomes 
apparent in considering that when items are transferred to the stock account 
these items were normally carried in several different categories of material 
and duplicate controls were effected by the several inventory managers, in the 
Appropriation Purchases Account. Except under unusual conditions it is reason- 
able to deduct that elimination of duplication and overlapping of supply fune- 
tion does result~in Savings. A psychological effect also plays a part in sa- 
vings. Customers and stock fund menacers bear a buyer-seller relationship. Cus- 
tomers of Appropriation Purchases Account material are not particularly inter- 
ested in cost because the material has been paid for. In drawing materials from 
the Navy Stock Account the customer has a real awareness of the price tag. Each 
withdrawal will result in a charge to an operating allotment. ‘thus the fund 
has engendered a “cost consciousness" attitude and has led to savings by requir- 


ing maximum use of material to prevent an excess material cost. 
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Suggestions for Improvement 


Expansion 

We have observed in Chapter III those categories of material carried in 
or being contemplated for transfer to the stock fund. Aeronautical, Special 
Training Devices and Ordnance materials are stock fund type materials still fie 
nanced by other appropriations. Dollarwise the largest of these categories is 
the aeronautical category to which this discussion will be limited. Material 
considered as potential stock fund material are those tipes fitting the criteria 
set forth in Chapter III. Generally they are of a consumable nature. It has 
not as yet been contemplated to put capital items or items that were not strict~ 
ly standard commercial consumption type items, into the stock funds. Lbs 

In announcing the transfer of certain General purpose Forms and Publica~ 
tions to the stock fund and the planned transfer of initial stocks or additional 
stocks of photographic, ships, submarine, and automotive repair parts to the 
stock fund the Navy Comptroller announced that "the program is in implementation 
of the principle to carry most stocks of a replenishable nature ultimately in 
the Navy Stock Funa,"5 

The question prompted by the above quotation is "what do we mean by 
‘most stocks'"., This could mean exclusion of aviation materials and perhaps is 
specifically directed at aviation materials because this has been a highly explo- 
Sive subject in many Navy circles. 

Transfers of material to the stock fund are made with the objective of 


increasing economy and efficiency. ‘These transfers will eliminate unnecessary 





Lhu.s., Congress, Implementation Title IV, op. cit., p. 127. 


Lou.s., pepartment of the Navy, Navy Comptroller Briefs, NAVXOS P1360, 
Vol. II, No. 10 (Oct.=Nov., 1955), pe 3- 
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duplication of items, reduce the overall investment in Navy inventories, maxi- 
mize utilization of material, facilitate standardization, improve industry-mil- 
itary relationships, and reduce the administrative wastes geeratcd by unneces= 


6 I would say that because of the nature 


sary multiple management of material. 
of the materials involved that this philosophy applies to ordnance and special 
training materials as equally as it does to ships' repair and electronics parts, 
but perhaps aviation is in a peculiar class of its ow. 

During the past several years, the Bureau of Aeronautics, the technical 
bureau concerned, and the Aviation Supply Office, the invmtory manayer, has 
pursued an active policy of transferring general stores and electronic type mat-~ 
erials to appropriate inventory managers. Materials transferred have been those 
in common use or susceptible to common use within the Navy. However, other gen- 
eral materials known as "general aeronautical materials" and electronics mater~ 
dials which are of such a nature that they are peculiar to the acronautical pro- 
gram only have not been transferred. Since these materials are generally in 
common use among aeronautical activitities and even among several specific air- 
craft programs it is perhaps appropriate that a stock fund segment be sponsored 
at the Aviation Supply Office for these materials. The problem goes even fur~ 
ther, however, for the bulk of aeronautical materials in quantity and value are 
accessories, airframes and ordnance items which are outside the common electron- 
ies or multi-use general aeronautic categories. Since items fallins in these 
areas are usually limited in their use to a specific aircraft program it does 
not appear desirable to transfer them to the stock fund. 


There are many arguments for and against transfers of aeronauticel mat- 





L6y.s., Department of the Navy, Navy Comptroller Instruction 7100.2h, 
11 March 195);, Subject: "Material Cognizance Transfers; financial policy gov- 
erning. 
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erials to the stock fund. Pros and cons sewm to be fairly well in balance. 
The magnitude of the problem prevents thorough consideration, however one face 
tor which the writer belicves to be the major factor in reaching a decision wili 
be briefly treated. 

The militavy aeronautical trogram including the guided missile programs, 
shared by both aviation and ordnance, are plagucd with dsign changes as is no 
other military program. True, daily changes occur in tne electronics equipments, 
however, changes here are primarily in circuitry or components, tne parts of 
Which are readily standardized or are already in comnon~use and commercially 
available. Aeronautical design changes have the affect of making millions of 
dollars worth of Sr cae a only for sale as scrape Such design 
changes are daily occurences in the early life of any model aircraft and be-~ 
come less frequent as the operating aircraft is perfected. Since many aircraft 
assemblies and parts are purchased on the basis of lasting the life of the mod- 
el and, in order to assure concurrent delivery of aircraft and supporting spare, 
are ordered before stabilization of the design, losses are considerable when de~ 
Sign changes declare parts obsolete, Herein lies a major obstacle to stock fund 
financing. Can the stock fund sustain these losses or can methods of aeronauti- 
cal procurements be adjusted to permit effective operation under the more Ge~ 


Sirable stock fund method of inventor, control? 


Shipboard Inventories 
Lt was established in Chapter V that Navy Stock Account material car- 
ried on board ships has been issued from the account with charge to the ship's 
operating allotment. In the past, prior to 1950, these materials were carried 
in the Navy Stock Aceount and supply officers rendered stores returns. Under 


the present system a perpetual inventory is maintained in the records of the 
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supply officer. There has becn considerable discussion in the direction of 
again returning this material to the stock fund. It appears that the experience 
of World War II at which time controls of shipboard materials were thrown to the 
four winds would indicate the inappropriateness of such action. Further, the 
loss of a vessel wovld immediately upsct the forecasts of exrected losses. 
True, this would be an extra-ordinary loss but for the sake of simplicity the 
stock’ fund should not be burdened with such considerations except in the case of 


stores ships. 


Apportionment 

Congress is satisfied with its control of stock funds by adjusting the 
capital. This, if it were the only control applied, wovld give the flexibili- 
ty the name "revolving fund" implies. ‘he Sureau of the Budget deprives the 
managers of one of the greatest single advantages of the stock fund by require- 
ments that obligational authority will be granted quarterly. Why hog-tie and 
complicate the fund by this additional control? Obligational authority should 
be the cash balance of the fund. The apportionment process has succeeded in 
relegating the stock fund to the historical concept of an annual revolving fund. 
Procurement of stock account inventory should be independent of fiscal years and 


appropriation apportionments. 


Obsolescence 
Exclusion of items of high potential obsolescence does not sacpear to be 
consistent with major objectives of a stock fumd. It is true that their inclu 
sion will result in stock fund losses but at the same tire the saving derived 
through stock fund management should overcome those losses. Materials carried 
in the Appropriation Yurchases Account have traditionally received less atten- 


tion from an economy viewpoint than have items in the Navy Stock Account. Rugh 
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procurements may be made of Appropriation Yurchases Materials purely because 
the fiscal year is coming to a close and appropriations will be terminated. 
Such a deterrent to good inventory control does not exist in the stock fund, 


except through the nsvchological effect the apportionment process might have. 


Conclusion 

Regardless of what additional materials may be inducted into tne stock 
fund or what changes might be made, its service to ihe Navy in the past has 
been exemplary. it is submitted that the Navy Stock Fund has contributed sub- 
stantially to economy and efficiency throughout ihe Navy. ‘he great strides 
made in recent years in the scope of its coverage and the improved management 
techniques which have been applied through the use of the fund are a tribute 
to the wisdom of its Congressional, business, and Lepariment of Defense advo- 


cates and those in charge of its management. 
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